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For RELEASE Thursday, May 26, 1966
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C.
INVESTMENT ADVISERS ACT OF 1940
Release No. 201
ACCOUNTING SERIES
Release No. 103
THE NATURE OF THE EXAMINATION AND CERTIFICATE
REQUIRED BY PARAGRAPH (a)(5) OF RULE 206(4)-2
UNDER THE INVESTMENT ADVISERS ACT OF 1940
Review of accountants' certificates filed under paragraph (a)(5) of Rule
206(4)-2 under the Investment Advisers Act of 1940, which requires that at
least once a year an independent public accountant shall verify by actual ex
amination all funds and securities of clients held by an investment adviser,
indicates a wide variation in the scope of the examinations made and the con
tent of the accountants' certificates. Under the circumstances, the Securities
and Exchange Commission deems it appropriate to describe the nature of the ex
amination to be made and the content of the accountant's certificate.
Rule 204-2(b) under the Investment Advisers Act of 1940 specifically requires
that an investment adviser who has custody or possession of funds and/or
securities of any client must record all transactions for such clients in a
journal and in separate ledger accounts for each client and must maintain
copies of confirmations of all transactions in such accounts and a position
record for each security in which a client has an interest. In addition,
Rule 206(4)-2(a) provides, in general, that it shall constitute a fraudulent,
deceptive or manipulative act or practice for any investment adviser who has
custody or possession of funds or securities of clients to do any act or to
take any action with respect to any such funds or securities unless (1) all
such securities are segregated, marked for identification, and held in safe
keeping in a reasonably safe place; (2) the funds are deposited in one or more
bank accounts, in the name of the investment adviser as agent or trustee for
clients, which contain only clients' funds and certain appropriate records
with respect thereto are maintained; (3) immediately after accepting such
funds and securities the investment adviser notifies the client in writing
of the place and manner in which they will be maintained; (4) not less
frequently than once every three-month period each client is sent an itemized
statement showing the debits, credits, and transactions in his account during
the period and the funds and securities held at the end of the period; and
(5) at least once each calendar year all such funds and securities are veri
fied in an unannounced examination by an independent public accountant and a
certificate of the accountant reporting on such examination is filed with the
Commission.

1/ Rule 206(4)-2(a) is not applicable, however, to any investment adviser who
is also registered as a broker-dealer under Section 15 of the Securities Ex
change Act of 1934 if (1) such broker-dealer is subject to and in compliance
with Rule 15c3-l under the Securities Exchange Act of 1934, or (2) such
broker-dealer is a member of an exchange whose members are exempt from Rule
15c3-l under the provisions of paragraph (b) (2) thereof, and such brokerdealer is in compliance with all rules and settled practices of such exchange
imposing requirements with respect to financial responsibility and the
segregation of funds or securities carried for the account of customers.
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In order to make an appropriate examination the independent public accountant,
at a date chosen by him and without prior notice to the investment adviser,
should make a physical examination of securities and obtain confirmation as
appropriate; should obtain confirmation of funds on deposit in banks; and
should reconcile the physical count and confirmations to the books and records.
These books and records should be verified by adequate examination of the
security records and transactions since the last examination and by obtaining
from clients written confirmation of the funds and securities in the clients'
accounts as of the date of the physical examination. If clients' accounts
have been closed or securities or funds of such clients have been returned
since the last examination, these should be confirmed on a test basis. Such
additional audit procedures as the accountant deems necessary under the cir
cumstances should, of course, also be performed.
The accountant's certificate should comply with the usual technical require
ments as to dating, salutation, and manual signature and should include in
general terms an appropriate description of the scope of the physical exami
nation of the securities and examination of the related books and records.
In addition, the certificate should set forth:
(a)

the date of the physical count and confirmation of
balances of clients' accounts;

(b)

a clear designation of the place and manner in which
funds and securities are maintained;

(c)

whether the examination was made without prior notice
to the adviser; and

(d)

the results of the examination including an expression
of opinion as to whether, with respect to the rules
under the Investment Advisers Act of 1940, the invest
ment adviser was in compliance with paragraphs (a)(1)
and (a)(2) of Rule 206(4)-2 as at the examination date
and had been complying with Rule 204-2 (b) during the
period since the prior examination date; and whether,
in connection with the examination, anything came to
the accountant's attention which caused him to believe
that the investment adviser had not been complying
with paragraphs (a)(3) and (a)(4) of Rule 206(4)-2
during the period since the prior examination date.
Any material inadequacies found to exist in the books,
records, and safekeeping facilities referred to in
this paragraph (d) should be identified and any
corrective action taken or proposed should be indicated.

The rule requires that the accountant's certificate be filed with the Com
mission promptly after the completion of the examination. It is suggested
that the certificate be filed in duplicate at the regional office of the
Commission for the region in which the adviser has his principal place of
business.

